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KEY ECOUONIC INDICATORS 


All values in millions of US $ unless otherwise stated (1) Exchange rate as of October 31, 1975 
Data for end of period unless otherwise indicated US $1.00 = 58, 89 pesetas 
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197 1974 % Change 1975 4 Change 
1974/73(B/A) 1975/Same 
__Period 1974 


INCOME, PRODUCTION, ENPLOYHENT 
GNP at Current Prices 60,870.4(est) 74,081.0(est) +21.2(2)  86,788.8(est) +17.6(2) 
GNP at Constant 1964 Prices 33,154. 1(est) 34,956, 7(est) .0(2) 35,172.4(est) + 1.0(2) 
Per Capita GNP, Current Prices (Dollars) 1,737. 1(est) 2,092. 7(est) 420. 0(2) 2,431. 1(est) +16,6(2) 
Indicies (Trend): 
Indust. Prod. (196 
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00)(8/75) 350.9 339.6 333.8 
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6/75 5) 235, 315.2 45 370.1 
Invest. in Plant & Equip. (195 8/75 338.9 § 322.0 
Retail Sales-Dept. Stores (195 0) 9/75 : 1,084.7 7 1,149.9 
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sin Bank Credi it (8/75) 
Public Debt Gutstanding 
-xternal Debt 
Central Sank Discount 
Cost of Living {1 
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Official ‘eserves 13775) 

BOP Current Account 

Balance of Trade Deficit (10 

Exports, FCB (10/75) 
Exports to US (10/75) 

IS Share (19/75) 
EEC Share (6/75) 

Imports, CIF (10/75) ‘ ‘ +61.8 3 + 8.8 
Imports fron US (10/75) 3 ‘ 99. 2, 9.9 +11,5 
US Share (10/75) 6.17 5.4% 15,87 - 
EEC Share (6/75) Ay 6.0% 34.0% - 


Principal Imports from US - Jan-Dec 1974 giles. of does): hers mle 6; Oi] seeds = soybeans ) $377.1; 
Boilers & other non-electrical machinery 
Coal and solid fuel $98.1, 
Principal Exports to US - Jan-Dec 1974 (millions of dollars): Footwear $199.1; Canned vegetables $78.0; Tires $51.7; 
Petroleum oils other than crude $39.0; Wines $27, 2; Leather goods $25.8, 
NOTES: (1) Calculations based on following peseta to dollar exchange rate conversions: 1973, 58.02 to 1; 1974, 57.78 
to 1; 1975, 58 to 1 (estimated average rate for entire year). 
(2) Percentage change based on original data in pesetas. 
SQUROES: "Spanish National Accounts" 1972, Instituto Nacional de Estadfstica (I.N.E.); "Indicadores de Coyuntura," 
I.NJE., Aug-Oct 1975; "Monthly Bulletin," Bank of Spain, September 1975; "Informaci6n Estadfstica 1973," Ministry of 
Finance; "Bank of Spain Annual Report," 1974, "Foreign Trade Statistics" from the Ministry of Finance, December 1974 and 
June 1975, Poblacién Activa en 1973, 1974 (INE. ). 
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SUMMARY 


Approaching the end of 1975 there is no question but that 
Spain is in the midst of a recession. It is not yet as bad 
as in many other OECD countries, and there is perhaps some 
reason to believe that the decline in economic activity is 
nearing bottom. However, it is also likely that Spanish 
economic performance will show little or no improvement 
from the present growth level, estimated at no more than 1 
percent, for the next 6 to 12 months at least. Justifiably 
worried over a persistently high level of inflation (which, 
while declining, was still above 17 percent for the 12 
months ending September 1975) and a continuing, albeit some- 
what improved, current deficit in the balance of payments, 
authorities here have chosen to wait for recovery abroad to 
serve as a stimulus to the Spanish economy, accepting addi- 
tional unemployment in the process, rather than attempt to 
reflate the economy and risk still greater inflation and 
more balance of payments difficulties. 


On a slightly brighter note, increased foreign borrowing, 
public and private, has helped keep reserves at a high 

level, as have emigrant remittances and receipts from 
tourism, where the performance has been surprisingly good. 
The still unacceptably high rate of inflation has at least 
fallen below the 17.9 percent figure of 1974, and the decline 
in economic activity is at last having some salutary effects 
on the level of imports and the size of the trade deficit. 


The economic slowdown which began about the middle of 1974 
has now proven considerably more persistent than originally 
expected. The same, of course, may be said for the rest of 
the developed world, and therein lies much of Spain's pres- 
ent difficulty. But if the short term outlook -- at least 
until mid-1976 -- is rather bleak, there is good reason to 
believe that Spain will eventually resume its attractive, 
pre-1974 course once the major industrialized countries pull 
out of the present slump. This, naturally, presupposes that 
the transition to a new regime under the leadership of Juan 
Carlos will take place with a minimum of disruption in 
foreign investment, labor, and general tranquility. 





CURRENT SITUATION AND ECONOMIC TRENDS 


Waiting for Help from Abroad 


In the six months since the last "Trends" report, it has 
become apparent that the slowdown in Spain is deeper and 
will be more prolonged than previously expected and that 
earlier forecasts of two to three percent growth in real 
terms were high. It appears that real growth in GNP for 
1975 will be only about 1 percent, and it is at present 
difficult to see why there should be any improvement before 
the middle of 1976. Spanish authorities are now more con- 
cerned with inflation than with unemployment and are almost 
equally worried about a current account payments deficit 
which, if smaller than 1974's record high, is still far too 
large to be financed easily for any long period of time. 
Spanish policy at present is to wait for reactivation 
abroad to spur demand for Spanish exports, while trying to 
maintain at least a modicum of growth through monetary 
policy that is mildly restrictive and fiscal policy that 

is very moderately expansiv2. But unemployment (estimated 
unofficially at 4 to 5 percent) is already quite high for 
Spain and could eventually force the government to take 
expansionary measures if no improvement seems forthcoming 
by the second quarter of 1976. Some steps in this direc- 
tion are already scheduled in housing construction. The 
1976 Central Government budget calls for a 19.6 percent 
increase in expenditures. In real terms this amounts to 

an increase of no more than 3 percent. 


In the twelve months ended September 1975 the cost of 
living index, the principal measurement of inflation in 
Spain, rose 17.0 percent, considerably higher than hoped 
for earlier in the year. The slowdown in the economy and 
the drop in prices of certain raw materials could push the 
index down toward the 16 percent mark for the year as a 
whole by the end of 1975, and the annual rate in early 1976 
will probably remain below that; but government authorized 
wage settlements of up to 19 percent covering a broad range 
of contracts are expected before the end of 1975 and actual 
contracts may go well above that. Together with higher oil 
prices, they could keep inflation from dropping too much 
below these uncomfortably high levels. Both for political 
and economic reasons such rates are worrisome, and respon- 
Sible Spanish officials are aware of the situation and 
genuinely concerned. 





The problem for Spain is one of timing. Premature reflation, 
it is feared, will send prices still higher and ultimately 
bring about a worse recession than at present. But the fail- 
ure of the economy to revive at least somewhat over the next 
12 months could have an increasingly negative effect, plung- 
ing the country into a deeper and more unacceptable recession. 
One area where there is some guarded optimism is agriculture 
where good feed grain crops ensure that 1975 will be a better 
year than 1974. But in industry investment has dropped off 
considerably as business expectations have declined. As of 
August, the official index covering investment in capital 
goods and buildings of all kinds was still below the level 
reached in mid-1973. Most production indices are sharply 
down, stocks are high, and the general business outlook is 
not optimistic. There are, consequently, growing pressures 
for the government to reflate, but for the present at least, 
the policy, with minor exceptions, is to wait for the stimu- 
lus to come from abroad. Inflation and the balance of 
payments are still the overriding considerations. 


Some improvement is expected in the balance of payments 
picture. But with a trade deficit of $7.5 billion through 
October (versus $7.0 billion through October 1974) there is 
certain to be another large current account deficit, at 
present estimated at around $2.6 to $2.7 billion for the year 
as a whole (versus $3.1 billion in 1974). The recession is 
at last causing a slowing down of imports which should be 
more noticeable by the end of 1975. Since June, the trend 
has been in this direction. At the same time summer tourist 
receipts were strong, and the decline in net foreign invest- 
ment (down 41 percent for the first 6 months of 1975 versus 
1974) has been more than offset by increased public and 
private borrowing so that foreign exchange reserves at the 
end of September were actually the same as at year-end 1974. 
These can be expected to decline over the next six months 
unless the government resorts to extensive foreign borrowing, 
for example by drawing on the 1975 IMF oil facility. Spain's 
high reserves and low level of total foreign debt still per- 
mit considerable room to maneuver, but the Spanish Government 
views the present situation conservatively and is trying to 
get both price levels and the external payments situation 
back in balance. The desire to do this implies a fairly 
stagnant growth situation for some time yet to come, well 
into 1976 at least. 


Political Factors 


While the economy has fallen on bad times, it is the Spanish 
political situation which has been capturing the headlines, 





both in Spain and in the foreign press. The illness of 
General Franco and the assumption of the powers of Chief of 
State by Juan Carlos, the dispute with Morocco over the 
Spanish Sahara, the recent killings of policemen and the 
subsequent executions of five terrorists which resulted in 
anti-Spanish protests throughout Western Europe have com- 
bined to focus attention on Spanish political developments. 
As this is written, there is considerable uncertainty over 
what the final outcome of these various developments will be. 
Until the situation can stabilize some, there is bound to be 
concern, both domestic and foreign, which could have an at 
least temporarily negative effect on the economy. Some 
investment and lending decisions are being postponed, and 
something of a wait-and-see attitude exists. At the same 
time the medium to long term outlook on the part of bankers, 
businessmen, and others is generally positive. Interestingly, 
the Madrid stock market has risen sharply in the midst of 
all this. The next six months should be of great interest 
and importance politically, and, consequently, economically. 


IMPLICATIONS FOR THE UNITED STATES 


As noted above, the recession in Spain has begun to affect 
import levels as firms draw down inventories and postpone 
decisions on capital expenditures. Notwithstanding the 
reduction of imports generally, those from the United States 
have increased during the first nine months of the year, both 


in value and volume terms. While imports of US manufactured 
goods were up slightly, the increase was mainly due to 
greater sales of agricultural commodities, particularly corn. 
Spain's trade deficit with the United States, which last 

year amounted to $1.4 billion, was running ahead of 1974 
figures and probably will amount at year's end to approxi- 
mately $1.7 billion. The deficit doubtless would have been 
higher had the recession not limited Spain's imports to lower 
levels than predicted. 


Spanish officials and the media have begun to express concern 
over the persistent trade deficit with the US, particularly 
as they believe that it will be difficult for Spain to expand 
exports to the United States sufficiently to close the trade 
gap to any significant degree. The trade account, of course, 
tells only part of the story, and if invisible flows are 
taken into consideration, the deficit is offset. Neverthe- 
less, the trade balance is the most visible item in the 
payments account, and Spain's deficit trade situation has 

led to suggestions that efforts be made to reorient the 
country's imports away from the United States and toward 





those suppliers where the possibility of expanding off- 
setting exports appears greater. For a variety of reasons, 
this would be difficult to do, but the fact that it is 
suggested illustrates the seriousness with which Spaniards 
view this problem and their sensitivity toward any restric- 
tions on their products entering the US market. 


Demand for US goods is expected to remain relatively steady 
in the short term. Health care equipment, computers and 
computer peripherals, metal working, communications and 
process control equipment all have attractive sales prospects. 
The reaction to a recent catalogue show on pollution control 
equipment indicates that there is a growing interest in this 
field and a strong potential market for almost all types of 
US control and cleaning equipment and systems. The increase 
by OPEC of crude petroleum prices has served to underscore 
the importance of Spain's nuclear power program as an alter- 
native to dependence on increasingly expensive imported oil. 
There has been a notable surge recently in the interest of 
US and other foreign suppliers to the Spanish nuclear power 
market. Other promising areas for US exports are laboratory 
instrumentation, and food processing and packaging equipment. 


The US Export-Import Bank has played an increasingly impor- 
tant role in financing US exports to Spain. Authorized loans 
now exceed $1.6 billion, covering exports valued at $2.4 
billion. Loan guarantees cover an additional $262 million 


in credits. 


The US Department of Commerce now has available for sale - or 
soon will have - through its field offices a series of current 
market surveys for Spain on the following subjects: food 
processing and packaging machinery, electronic components and 
equipment, printing and graphic arts equipment, metalworking 
and finishing equipment, automotive maintenance and repair 
equipment, air and water purification and pollution control 
equipment, process control instrumentation, laboratory 
instruments, avionics and aviation support equipment, busi- 
ness equipment and systems, electric energy systems, 
communications equipment, building products and construction 
equipment, and computers and peripheral equipment. 
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